
CHAPTER 1 3 

Trade-related investment measures 

Summary 
Governments often impose  conditions on foreign investors to  encourage investment in 
accordance with  certain  national priorities.  Conditions that can  affect  trade are 
known as  trade-related investment measures or TRIMs. 

The Agreement on TRIMs, which  was negotiated in  the  Uruguay Round, requires 
countries to  phase out TRIMs  that  have  been identified  as  being inconsistent with 
GATT rules.  The phasing-out period  for developed  countries  was  two years from 
1 January 1995.  Developing  countries have  a transition  period of  five years, and 
least developed countries seven years. 

When th e Urugua y Roun d o f negotiation s wa s bein g launched , th e Unite d 
States propose d tha t ther e wa s a  nee d t o brin g unde r disciplin e investmen t 
measures that distort trade. It also suggested that the negotiations should cover 
policy issue s affectin g th e flow  o f foreig n direc t investment . I n particula r i t 
suggested tha t i t would be necessary to conside r the feasibilit y o f applying to 
foreign direc t investmen t th e GAT T principle s o f nationa l treatmen t (whic h 
would give foreign companie s the sam e right as domestic companies to inves t 
in, an d t o establish , loca l operations ) an d MF N treatmen t (whic h woul d 
prevent countries from discriminatin g amongst sources of investment). 

While thes e proposal s receive d som e suppor t fro m othe r develope d countries , 
they were not looked on with favour by developing countries. Apart from holding 
that GATT's mandate did not permit it to negotiate on investment issues, these 
countries maintained that, i f any such negotiations were to be held, they would 
have t o includ e th e problem s pose d t o trad e b y transnationa l corporation s 
resorting t o transfe r pricing , restrictiv e busines s method s an d othe r practices . 
This reluctanc e o f developin g countrie s t o allo w discussion s i n GAT T o n 
investment issues ultimately resulted in negotiations taking place on a narrowly 
defined concep t of trade-related investment measures. 

What are TRIMs? 

The measures adopted by governments to attract and regulate foreign investment 
include fiscal incentives, tax rebates and the provision of land and other services 
on preferential terms . In addition, governments impose conditions to encourage 
or compel the us e of investmen t accordin g to certai n nationa l priorities . Local 
content requirements, which require the investor to undertake to utilize a certain 
amount of local inputs in production, are an example of such conditions. Export 
performance requirement s ar e anothe r example ; the y compe l th e investo r t o 
undertake to expor t a  certain proportion o f its output . Suc h conditions , which 
can hav e advers e effect s o n trade , ar e know n a s trade-relate d investmen t 
measures or TRIMs. An illustrative list of TRIMs is presented in box 31. 
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Box 31 
An illustrative  list of TRIMs 
Local content  requirements  (LCRs).  Impose  the use of a certain amount  of local 
inputs in production. 
Trade-balancing requirements.  Oblige  imports  to  be  equivalent  to  a  certain 
proportion of exports. 
Foreign exchange balancing requirements.  Stipulate  that  the  foreign exchange 
made available for imports  should be a certain  proportion of  the  value  of foreign 
exchange brought in by the firm from exports and other sources. 
Exchange restrictions. Restrict  access to foreign exchange and hence restrict imports. 
Domestic sales  requirements.  Require  a company to sell a certain proportion of its 
output locally,  which  amounts  to a restriction on exportation. 
Manufacturing requirements.  Require  certain  products  to  be  manufactured 
locally. 
Export performance requirements (EPRs).  Stipulate  that a certain proportion of 
production should be exported. 
Product mandating  requirements.  Oblige  an investor  to supply certain markets 
with a  designated  product  or products manufactured from a  specified  facility or 
operation. 
Manufacturing limitations.  Prevent  companies  from manufacturing  certain 
products or product lines in  the host country. 
Technology transfer requirements.  Require  specified technologies to be transferred 
on non-commercial terms and/or specific levels and types of research and development 
(R &  D) to  be conducted locally. 
Licensing requirements.  Oblige  the  investor  to  license  technologies similar  or 
unrelated to those it  uses in  the home country to host country firms. 
Remittance restrictions.  Restrict  the right of a foreign investor to repatriate returns 
from an  investment. 
Local equity  requirements.  Specify  that a  certain  percentage of  a firm's equity 
should be held by local investors. 

Trade-related investmen t measure s hav e bee n use d mainly , i f no t exclusively , 
by developin g countrie s t o promot e developmen t objectives . Fo r instance , th e 
growth o f domestic ancillary industries ha s been sough t through th e impositio n 
of loca l conten t requirement s an d expor t expansio n throug h expor t 
performance requirements . I n many cases , TRIMs ar e designed to deal with th e 
restrictive busines s practice s o f transnationa l corporation s an d thei r 
anti-competition behaviour . 

A recent survey shows that TRIMs tend to be concentrated i n specific industrie s 
- automotive , chemica l an d petrochemical , an d computer/informatics . Loca l 
content requirement s ar e mor e predominan t tha n expor t performanc e require -
ments i n th e automotiv e industr y an d ar e les s s o i n th e computer/informatic s 
industry. I n th e chemica l an d petrochemica l industrie s bot h loca l conten t an d 
export performanc e requirement s ar e prominent. 18 

18 Patric k Lo w an d Arvin d Subramanian , "TRIM s i n th e Urugua y Round : A n Unfinishe d 
Business" (pape r presente d a t th e Worl d Ban k Conferenc e o n th e Urugua y Roun d an d 
Developing Economies , 26-2 7 Januar y 1995) . 
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Agreement on Trade-Related Investment Measures 

The TRIMs Agreement, which was negotiated i n the Uruguay Round, prohibit s 
Agreement on Trade- Related countrie s fro m usin g fiv e TRIM s fro m th e lis t i n bo x 31 . These ar e considere d 
Investment Measures inconsisten t wit h GAT T rule s o n nationa l treatmen t an d th e rule s agains t th e 
(TRIMs), Article 2 us e o f quantitativ e restrictions . 

TRIMs prohibite d o n th e grounds tha t the y extend mor e favourabl e treatmen t 
to domesti c product s i n compariso n t o import s an d thu s infring e th e nationa l 
treatment principl e includ e thos e tha t require : 

• Purchas e o r use by an enterpris e o f products o f domestic origi n o r from an y 
domestic sourc e (loca l conten t requirements) , o r 

• Tha t a n enterprise' s purchas e o r use of imported product s shoul d be limite d 
Agreement o n TRIMs, t o a n amoun t relate d t o th e volume o r value o f the loca l products i t export s 
Article 2; Annex (trade-balancin g requirement s ) . 

TRIMs considere d inconsisten t wit h th e provision s o f Articl e X I o f GAT T 
against the use of quantitative restriction s on imports and exports include thos e 
that: 

• Restric t imports to an amount related to the quantity or value of the produc t 
exported (i.e . trade-balancin g requirement s constitutin g restriction s o n 
imports); 

• Restric t acces s t o foreig n exchang e t o a n amoun t o f foreig n exchang e 
attributable t o th e enterpris e (i.e . exchang e restriction s resultin g i n 
restrictions o n imports) ; 

• Specif y export s i n term s o f th e volum e o r valu e o f loca l productio n (i.e . 
domestic sale s requirement s involvin g restriction s o n exports) . 

The Agreemen t provide s transitio n period s fo r th e eliminatio n o f prohibite d 
TRIMs. For developed countries , the period was two years from 199 5 when th e 
Agreement entere d int o force ; thi s perio d ha s alread y expired . Developin g 
countries hav e a  transition perio d o f up to five years (i.e . until 1  January 2000 ) 
and leas t develope d countrie s u p t o seve n year s (unti l 1  Januar y 2002) . I t 
should b e noted , however , tha t thes e transitio n period s ar e availabl e onl y fo r 
the prohibite d TRIM s notifie d whe n th e Agreement becam e operational . 

Business implications 

For the business person, i t is important t o note tha t the Agreement i s limited i n 
scope. I t identifie s onl y five TRIM s tha t ar e inconsisten t with GAT T an d give s 
countries transitio n period s within whic h t o remov e them . I t doe s no t preven t 
countries fro m usin g a t leas t som e o f th e othe r TRIM s liste d i n bo x 31 . Fo r 
instance, countrie s ar e no t prevente d fro m imposin g expor t performanc e 
requirements a s a  conditio n fo r investment . The y ar e no t prohibite d fro m 
insisting that a  certain percentage o f equity should be held by local investors o r 
that a  foreig n investo r mus t brin g i n th e mos t up-to-dat e technolog y o r mus t 
conduct a  specifi c leve l o r type o f R  &  D  locally . 

A numbe r o f developin g countrie s toda y impos e loca l conten t requirements . 
The abolitio n o f these requirements ma y have an impact on ancillary industrie s 
that ar e benefitin g fro m th e protectio n the y provide . However , mos t o f thes e 
countries ar e reviewin g th e nee d fo r th e continue d maintenanc e o f suc h 
measures i n th e ligh t o f the ope n trad e policie s the y ar e now pursuing an d th e 
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steps the y ar e takin g t o attrac t foreig n investment . Fo r instance , Argentina , 
Brazil, Indi a an d Mexic o ha d take n decision s t o abolis h loca l conten t 
requirements eve n befor e th e conclusio n o f th e Urugua y Round . Th e 
Agreement therefor e onl y reinforce s th e tren d toward s th e remova l o f TRIM s 
that ar e considere d inconsisten t wit h GATT . 

The Agreement' s limite d coverag e o f TRIM s ha s le d countrie s t o provid e tha t 
its operation shoul d b e reviewed within a  period o f five years o f it s coming int o 
force (i.e . befor e 1  Januar y 2000 ) an d tha t th e revie w shoul d conside r th e 
desirability o f complementin g th e Agreemen t wit h provision s o n investmen t 
and competitio n policy . 

In thi s contex t i t i s importan t t o not e that , i n pursuanc e o f decision s take n a t 
the 199 6 Singapore Ministeria l Conference , analytica l discussions are currentl y 
going on i n W TO o n the relationshi p o f trade with investmen t o n the one han d 
and wit h competitio n policy , particularl y th e anti-competitio n behaviou r o f 
business enterprises , o n th e other . (See  chapters 2 2 an d 2 3 fo r furthe r details. ) 
The result s o f these discussion s wil l influenc e th e position s countrie s ma y tak e 
in an y discussion s o n th e desirabilit y o f complementin g th e Agreemen t o n 
TRIMs wit h provision s dealin g with investmen t an d competitio n policy . 
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